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omen FOR PENSIONS AND PROFIT SHARING 
By J. Fraser CoAte ag 

Mr. Coate, Manager of the pena Division, Montreal Trust 
Company, Toronto, received his early education in Windsor, 
Ontario and at Woodstock College. After some years as manager 
of a wholesale hardware business he entered the Life Insurance 
business where he attained the degree of C.L.U. and was super- 
visor of group insurance for one of Canada’s leading companies. 
During World War II, Mr. Coate enlisted in the R.C.A.F. and on 
retirement as Wing Commander was Director of Personnel Selection 
and Manning at A.F.H.Q. in Cttawa. For services in the R.C.A.F. he 
was awarded the M.B.E. His paper and the article by Mr. Hopkins 
were presented at the Technical Sessions of the 32nd Annual Cost 
and Management Conference in June of this year. 


oie FORECASTING AND BUDGETARY CONTROL 
By W. H. Hopkins .... 
Secretary wee Treasurer of Cention. —_— Company, Mr. Hee- 
kins was educated in Ontario public and high schools and entered 
the Armed Services in 1916 with McGill C.0.T.C. Following his 
discharge he was associated for four years with the textile industry 
where he specialized in cost accounting. In order to gain broader 


experience in general accounting and financial management, he left 
the textile field and held senior positions in manufacturing and 
insurance companies before joining Canadian Marconi in 1925 as 
Senior Accountant in the General Accounting Division. In 1930 he 
was appointed Chief Accountant of this company and from 1932 to 
1942 served as Credit Manager and Chief Accountant. He was made 
Assistant Comptroller in 1942 and received his present appointment 
in December of 1952. 
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Editorial Comment... 


A Step Toward Uniform Codification of Accounting Procedure 


The Committee on Accounting Procedure of the American Institute 
of Accountants has issued Accounting Research Bulletin No. 43 which is 
entitled “Restatement and Revision of Accounting Research Bulletins”, 
This issue supersedes all the bulletins No. 1 to 42 published since 1939 
with the exception of the terminology bulletins which will be issued 
separately. The Revision fills a book, introduced by a Preface which 
tells the story of the 42 bulletins and their restatement. Changes of 
substance are summarized in Appendix B. Appendix C lists the bulletins 
not included in the Restatement and Revision; these were mostly con- 
cerned with special reserves arising out of the war and post war refund 
of excess profits tax, all no longer applicable. 


The introduction under the heading, “Accounting in the Corporate 
System”, stresses the essential role of accounting to the functioning of 
any business organization and the fact that the results as presented by 
accounting must be judged from the standpoint of society as a whole. 
Not only buyer and seller but other groups of persons are interested in 
the fairest possible presentation of periodic net income. The principal 
objective of the committee has been to narrow areas of difference and 
inconsistencies in the accounting practices and to further the develop- 
ment and recognition of generally accepted accounting principles 
through the issuance of opinion and recommendations. The careful 
procedure by which these recommendations were and are adopted by 
the Committee warrants their general acceptability which is the only 
authority for the opinions reached by the Committee. Those who choose 
to adopt a course different from accepted procedure as evidenced in the 
Committee’s opinions, have to shoulder the burden of justifying their 
departure. To this extent, the research bulletins are different from 
codified law which usually states predetermined sanctions for dis- 
obedience. It speaks well for the importance to which the American 
Institute of Accountants, representing the Professional Accountants in 
the United States, has risen that departure from the principles and 
procedures adopted will be found to be the rare exception. 


The bulletins are now arranged in 15 chapters by subjects rather 
than in the order of issuance. The chapter headings are: 1. Prior 
Opinions, 2. Form of Statements, 3. Working Capital, 4. Inventory 
Pricing, 5. Intangible Assets, 6. Contingency Reserves, 7. Capital 
Accounts, 8. Income and Earned Surplus, 9. Depreciation, 10. Taxes, 
11. Government Contracts, 12. Foreign Operations and _ Foreign 
Exchange., 13. Compensation, 14. Disclosure of Long-Term Leases in 
Financial Statements of Lessees and 15. Unamortized Discount Issue 
Cost and Redemption Provision on Bonds Refunded. A very helpful 
index rounds out the issue. 
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EDITORIAL COMMENT 


In view of the close connection between the American and Canadian 
economy, it can be safely stated that the revised bulletins will continue 
to influence accounting here in Canada to a large extent. A study of 
the Accounting Research Bulletins in their revised form can be con- 
sidered a must for Accountants in industry as well as in practice. This 
is borne out by Section (11) of the Introduction which states that “The 
accounts of a Company are primarily the responsibility of manage- 
ment.” “While opinions of the Committee are addressed particularly to 
the Public Accountants whose problem it is to decide what they may 
properly report, the Committee recommends similar application of the 
procedures mentioned herein by those who prepare the accounts and 
financial statements.” The Industrial Accountant will find many of his 
problems dealt with in the bulletins, as for instance in Chapter 9, 
Section a, “The Problems of Depreciation and High Costs” or Chapter 6, 
“Contingency Reserves”, not to speak of the most important problems of 
inventory pricing dealt with in Chapter 4. 

Altogether this issue can be considered a further step forward into 
the direction of systematic codification of accounting principles and 
procedure in readily available and intelligible form. 

Who will take the lead in this direction in the field of Cost 
Accounting? 


Increasing Productivity in Manufacturing Industries 


One of the most critical problems of the world to-day is the con- 
tinuing increase in productivity. In order to produce as much real 
wealth as possible at lowest cost, a much larger output of goods and 
services per man hour is necessary. The important economic and social 
result is a constant rise in the standard of living. In this one phrase is 
compounded much that makes for a better existence for everyone. 
Opportunities for larger supplies of consumer and capital goods at 
lower costs and prices, higher real earnings, shorter hours of work and 
improvements in working and living conditions are all concomitant with 
a growing standard of living. 

Such a programme for world economic improvement is not new or 
original. It has been underlined recently, however, through the issuance 
by The International Labour Organization of a brochure on “Practical 
Methods of Increasing Productivity In Manufacturing Industries”. 
Under the auspices of the International Labour Organization a group of 
international experts met in Geneva in December 1952, to consider the 
specific problems involved in increasing productivity in industry. The 
meeting adopted unanimously, a comprehensive set of conclusions on 
practical methods which would answer these problems. The governing 
body of the I.L.0., upon consideration of these proposals, has decided 
to give them the widest possible circulation to all employer and worker 
organizations. The report is a remarkably clear piece of economic 
sense. It recognizes the importance of higher productivity and its 
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relationship to a higher standard of living. It stresses the fact that this 
relationship is sound only when it results in an equitable distribution 
of benefits to capital, labour and consumer. At the same time it points 
out that purchasing power, high employment and an adequate rate of 
capital formation must be maintained. 

The report calls for action in three main fields, organization and 
control of production; personnel policy; and plant and equipment. 

The whole field of technical management is contained in the first 
field of action and the conclusions amplify this in detail. Simplification, 
standardization and specialization of effort are felt to be of great im. 
portance. This should be applied to organizational principles as well 
as to products. Planning and control of production and work study 
will speed up, co-ordinate and simplify work processes and thereby 
effect economies in labour, equipment and materials. Careful attention 
given to costing and budgetary controls will, through comparison with 
measured forecasts, correct undue waste, and be a guide for the future. 

Detailed studies of methods of distribution and market analysis will 
prevent overloading markets. On the other hand, where adequate 
markets exist every advantage should be taken to utilize total capacity 
of existing facilities. Extra shifts, and technological improvements in 
machinery will thin out present day high overhead costs and thereby 
lower unit costs. All cost alternative should be given careful con- 
sideration from the viewpoint of greater productivity, and in particular 
those involving extension of facilities in other localities. 

Personnel policy, obviously has been heavily weighted in the con- 
clusions of the report. It suggests that to improve in this field and to 
apply sound policies and efficient techniques, qualified personnel 
officers should be appointed and proper personnel service supplied. 

The basic points here are employee selection, proper orientation to 
new jobs and employee training on the job. 

Training of the foreman and supervisory level is felt to be of prime 
concern and in this programme the consultant, industrial engineer and 
human relations expert all have a big part to play. 

Adequate pay systems, proper wage and salary differentials, and 
promotion from within policies should help to provide the proper 
stimuli for extra productivity. It is felt that this intensive and extensive 
programme built around personnel policy provides a favourable climate 
for the acceptance by the workers of the necessity and purpose of raising 
producivity. 

Of more direct concern to capital management is the attitude of the 
report on plant and equipment and their effect on ‘production totals. 
Here, it says, is a wide field for attention, involving replacement of 
obsolete and inadequate machinery, the efficient handling of materials, 
and maintenance of present equipment. Again, cost alternatives should 
be used since it is always a question of how much can we spend. Studies 
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PAYNE, PATTON & PUGSLEY 


Gordon 8S. J. Payne, C.A. Donald R. Patton, C.A. 
Philip T. R. Pugsley, C.A. 


507 University Tower, Montreal 2, UNiversity 6-6961 




















of the cause of idle plant may reveal incorrect balances in the processes 
which development or replacement may cure. 


The report should be carefully studied by management, labour and 
the legislative bodies. It is in effect a compendium of most of the 
thinking that has been done for some time on the economic use of what 
we have. It condenses into short form most of the reasons for, and 
methods of, doing business in proper fashion. Good business executives 
have traditionally explored the nature of idle capacity, cost alternatives, 
marketing problems, and the always perplexing matter of adequate 
capital, but mainly in order to survive as individual financial entities. 


On the human and the organizational side, is business doing so 
well? How many corporations adequately train foreman and supervisor? 
How many conduct training courses for future executive material that 
will be able to deal with the suggestions of such a report on increasing 
productivity. Management has a responsibility to the cause of increasing 
productivity through the promotion of a spirit of productivity 
consciousness. It does this best by bringing about a thorough under- 
standing of the basic principles, the social objectives and specific tech- 
niques of increased production. 


The report describes in very lucid terms the science of managerial 
economics but it goes one important step further. Underlying all the 
expert advice, note is taken of the social aspect of the problem and 
this is the outstanding message of the general conclusions. 


The larger bodies who can actively influence the increase of pro- 
ductivity namely labour and management, must realize the unusual 
significance of the process to the individual. It has a mores of its own 
and neither side should look only at transient, immediate and sectional 
gains in their bargaining with one another. Failure to distribute the 
benefits of higher production as well as failure to maintain employment, 
production and demand means that conditions for increasing pro- 
ductivity will not exist. 


In the words of the report — These are matters both of social 
justice and of economic necessity. 
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THE A 


Adding Machines 
that make figure work 
easier and faster. 







Bookkeeping Machines 
that give daily balances 
faster . . . get billing out 
earlier . . . at less cost. 





Cash Registers 
that eliminate shortages 

give complete cash 
control. 


- « OF BUSINESS 


An essential factor in every business is the degree of control 
exercised in every phase of operations. Because “National System” 
provides that control over every cash and credit transaction, 
it contributes to the profit and progress of the business it serves. 
That is why, whatever the nature of the organization—retail, 
manufacturing, banking, public utility, hotels, hospitals, 
civic government—wherever cash is handled or records kept— 
the National System is the A B C of Business. 


Phone your nearest National Representative 
today 


LT 74777 77h THE NATIONAL CASH REGISTER COMPANY 
: OF CANADA LIMITED 
CASH REGISTERS - ADDING MACHINES 


ACCOUNTING MACHINES Head Office: Toronto 
Sales Offices in Principal Cities 
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Coronation Medal 
Awarded to 
Donald R. Patton, 
B.Comm., C.A., 

R.I.A. 


Donald R. Patton, B.Comm., C.A., R.L.A., was presented with the 
Coronation Medal at the opening dinner meeting of the Montreal 
Chapter of the Society of Industrial and Cost Accountants by A. V. 
Madge, R.I.A., F.C.1.S., Immediate Past President of the Canadian 
Society. The presentation followed an official announcement by the 
Secretary of State that Her Majesty, Queen Elizabeth II, had awarded 
this distinction to Mr. Patton in recognition of his many years of service 
in the field of industrial and cost accounting and his continuing con- 
tribution to the advancement of education in accounting and business 
management. 


Mr. Patton, an Associate Professor of Accountancy at McGill Uni- 
versity, and a partner in the firm of Payne, Patton and Pugsley, 
Chartered Accountants of Montreal, was selected as the recipient of this 
award by the Society of Industrial and Cost Accountants of Canada. 
This body was one of the Canadian professional organizations honoured 
by the Queen with the privilege of making a recommendation for the 
Coronation Medal. 


For the Executive of the Society, the selection of one member as 
recipient of the award presented an extremely difficult task. During the 
relatively short history of the organization, outstanding contributions 
to the progress of industrial and cost accounting have been made by 
many members, and the present achievements of the Society are a direct 
result of the collective efforts of these men. The nucleus of this group, 
however, is composed of Past Presidents of the National Organization; 
therefore, the Executive felt that the recipient of the award should be 
selected from this body. Through his untiring efforts in the field of 
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industrial and cost accounting, Donald R. Patton personified the hopes 
and ambitions of all those who devoted themselves to the advancement 
of the profession of the Industrial and Cost Accountant. 


Born in Oxford, Nova Scotia, Mr. Patton joined the Society of 
Industrial and Cost Accountants of Canada in 1926. He has served as 
Chairman of the Montreal Chapter, President of the Quebec Society, 
and President of the Canadian Society. His main interest and influence 
however, has always been and still is, in the field of education, as 
evidenced by his long-term Chairmanship of the Co-ordinating Edu- 
cational Committee of the Society. 


Mr. Patton was one of the first Canadian Educationalists to realize 
the great need for a formalized course of study which would lead to a 
qualifying designation in industrial and cost accounting. It was largely 
through his persistent effort that plans were formulated to give ex. 
pression to this objective. From 1941 to 1952 Governmental Legislation 
in each Province of Canada made these plans a reality. Through this 
enabling legislation, affiliated societies in ail ten Provinces were author- 
ized to conduct a uniform course of study at university level, and grant 
the use of the distinguishing designation “Registered Industrial and Cost 
Accountant (R.LA.)” to those who met the prescribed standard of 
qualifications. 

The Co-ordinating Educational Committee, of which Mr. Patton is 
Chairman, acts as the means by which representatives of each of the 
Provincial Educational Committees can reach agreement on uniform 
policy with respect to courses of study, examination requirements, and 
standards of admission to Registered Membership. 

Under Mr. Patton’s guidance, the educational work of the Society 
has constantly expanded. At the present time, there are over 2.300 
students registered in lecture and correspondence courses, and the R.1.A. 
lecture course is conducted in co-operation with twenty Universities 
across Canada. The full impact of this programme is now being mani- 
fested as graduates take their places in commerce and industry. The 
ever-increasing demand for qualified Registered Industrial and Cost 
Accountants is evidence of the value which business executives place on 
this training. 

In 1952, Mr. Patton was appointed one of the seven trustees of the 
Educational Foundation of the Society of Industrial and Cost 
Accountants of Canada. This Foundation was established to finance 
and direct a continuing programme to improve and advance the training 
of Industrial and Cost Accountants. 

The presentation of the Coronation Medal to Donald R. Patton is 
indeed a fitting tribute to his indefatigable efforts to raise the standard 
of the accountant in industry through specialized educational training. 
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Fellow Members of The Society of Industrial and 
Cost Accountants of Canada: 


| would like to express my deep appreciation to the Society 
and to its Executive for the honour which you have seen fit to 
confer upon me. 


| am particularly grateful when | think of the great number 
of fine and able men, from all Provinces, who are members of 
our Society and who have contributed so much over many years. 
| have been very happy and proud over these years in being 
able to call so many of these men my good friends. 


The award emphasizes the importance which our members, 
and those in industry, attribute to our educational work. The 
value of our Society’s endeavours in this field will be seen in 
every town and city in our Country. 


Sincerely yours, 


Donald R Prtton 





CABMA REGISTER, — 1953 


The “Cabma Register — 1953, of British Products and Canadian 
Distributors” has been published recently for the Canadian Association 
of British Manufacturers and Agencies by Kelly’s Directories, Ltd. in 
co-operation with Iliffe and Sons, Ltd. Retailing at $7.50, the register 
provides for the first time a comprehensive and accurate reference to 
British Suppliers and their products. 


The Volume is designed to assist Canadian Companies with their 
purchases from Great Britain, in order that Great Britain may, in turn, 
maintain and develop its purchases from Canada. Over 4,500 English 
Manufacturers are included, giving more than 2,750 Canadian dis- 
tributors, listed in relation to the English firms. The book is section- 
alized for easy reference by inside guide cards with reinforced tabs. 
Sections in the register include the “Buyers’ Guide” and “Directory of 
British Manufacturers and Distributors”, “Proprietory Names”, “Trade 
Marks” and a “French-English Glossary”. 


Copies of the “Cabma Register” may be obtained through J. R. 
Beattie at the British Trade Centre, Royal Bank Building, King and 
Yonge Streets, Toronto, Ontario. 
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Gold Medal Winners... 





aes a 
D. W. BURKE, C.A. MALCOLM ROSEN H. E. RADKE 


The Society of Industrial and Cost Accountants of Canada Gold 
Medals, denoting the highest national standing in the 1953 Examinations 
for Cost Accounting Courses, have been won by members of the Montreal 
and Toronto Chapters. The H. M. Hetherington Medal for Advanced 
Cost Accounting was won by Donald W. Burke, C.A., of Montreal. 
Malcolm Rosen of Montreal and H. E. Radke of Toronto tied for the 
D. R. Harrison Medal for Fundamentals of Cost Accounting. 

Mr. Burke, the winner of the Hetherington Medal is Audit Manager 
with Payne, Patton and Pugsley, Chartered Accountants. He graduated 
from Loyola High School in 1946, and was admitted to membership in 
the Institute of Chartered Accountants of Quebec in 1952. An active 
worker of the Montreal Chapter of the Society, Mr. Burke is a member 
of the student committee of this Chapter. 

Mr. Rosen who tied with Mr. Radke for the D. R. Harrison Medal 
in Fundamentals of Cost Accounting is also with a firm of Chartered 
Accountants and a member of the Montreal Chapter. He is, at present, 
an intermediate auditor with Richtor Usher and Vineberg, Chartered 
Accountants, and is a graduate of Commercial High School. 

Mr. Radke is a student member of the Toronto Chapter 
and is a member of the District Controller’s staff ofthe Borden Dairy, 
Limited. He joined Ottawa Dairy, Limited, a subsidiary of Borden’s, in 
1928 after graduating from High School and Business College. For 
Borden’s, Mr. Radke has served in Ottawa, Cornwall, and since 1939, in 
Toronto. 
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Automobile Facts 


The importance of the automobile to the North American economy 
is known to all. Its influence on our habits, psychology, and general way 


of life is also very great. 


Some of the following figures, related to cars, may be of interest: 
. Sales of automobiles to-day account for 
. A total of buying and operating accounts for 15% or $25 billion a 


year. 

. Sales of cars over the last 45 years show 
1908 
1915 
1920 


1953 (approx.) 


. Average age of cars has risen indicating a better car is built to-day. 


Average age in: 
1925 
1935 
1941 
1951 


In 1925 mileage on scrapped cars was 26,000. In 1952 mileage on 


scrapped cars was 120,000. 


. By the year end nearly 48 million cars will be on the roads of this 


continent. 


. About 78% of all households own cars. 


Steel and Consumer Goods 


The value of this basic commodity in our every day articles may 
surprise you. Here is a list of standard household and business con- 
veniences showing an average retail price and the cost of the steel in 


relation to that price: 


Retail Price 


Electric Iron $ 11.95 
Automobile 2,500.00 
Range . 370.00 
Vacuum .. 90.00 
Typewriter oats 165.00 
Refrigerator 350.00 


Company Cafeterias 


Are you contemplating a company subsidized cafeteria? A recent 


survey in the U.S. shows that: 


... When a firm installs a cafeteria it has usually reached the 500 plus 


mark in employees. 


C&M Round-Up... 


By N. R. Barroor, R.1A. 


7% of the market. 


$200 million 


1 billion 
3 billion 
15. billion 


6.5 years 
8.3 years 
10 years 
14 years 


Value of Steel Content 


$ 42 
300.00 
13.80 
1.60 

3.85 
13.56 
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If the company pays for space operation and equipment the 
average cost is $21.21 per employee per year. 

If expense for just the operation of the cafeteria is figured, the cost 
is $7.97 per employee per year. 

If the company simply provides space and equipment and a con. 
cessionaire operates the cafeteria, costs are only $3.33 per employee 
per year. 

. . . No evaluation can be made of course in the indirect return to the 
company in providing its employees with hot low cost meals. Turn. 
over may be reduced and a generally more favourable climate for 
employee-employer relationships established. 


Summer Drinks 
Did you know that the “POP” trade was big business? 

. . . In 1939, 44 million gallons of assorted carbonated drinks were sold 
with a value of $26 million. 

. . . In 1952 over 100 million gallons were sold worth nearly $80 million. 


Trust and Loan Companies 
The trust and loan companies in Canada are doing a tremendous 
job by way of money management for people and varied enterprises. 
Their main business is estate work, but through this they are called 
upon to run businesses of all kinds. Interesting facts are: 
. . . Total assets 1953 — 5 billions 
. .. Margin of profit — one-tenth of 1 per cent on assets 
. . About 35% of all mortgage money loaned is through trusts 
. . . 45% of trust funds are in government bonds at all levels 
... 7% are invested in corporation bonds 
... 39% are in stocks 
. . 10% are in cash, loans and other assets 


843 Business Failures in 1952 

It is rather interesting for accountants to know why businesses 
fail. Liabilities of the failure group amounted to 20 millions. The 
reasons for 70% were lack of experience, unbalanced experience or in- 
competence which resulted in: 
. . . Heavy operating expenses 
. . . Receivable Difficulties 
. . . Inventory 
. . . Excessive Fixed Assets 
. . . Lack of adequate coverage by Insurance 
. . . Irregular Disposal of Assets 

Most of these difficulties, it is obvious, could have been overcome 
by the financial judgment of a good accountant. 


Maritime Progress 
The eastern provinces are experiencing an economic revival. The 
base metals boom in the Bathurst region of New Brunswick has focussed 
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attention eastward and all phases of industry and land and forest de- 
velopment seems to have been sparked into action. 

The following table of planned expenditures in 1953 gives some 
idea of the financial activity down east. These figures cover Prince 
Edward Island, Nova Scotia, and New Brunswick: 





. Primary Industries ....... GA 42 millions 
. Food and ene $y yeas . 3.5 millions 
.. Iron and Steel .... vee 2.4 millions 
. Paper Products ... det , 3.4 millions 
. Miscellaneous Manufactures on 20.7 millions 
0 ee ne err es Serre yr et 50.1 millions 
.. Trade, Finance and Commercial Services a os ... 20.1 millions 
. . Housing and Government Departments .......... .120.1 millions 
sf IIE 52S 2 ce'y 4 ikem dw RG Ale ee 262.5 millions 








Of this total 15.8 millions will be spent in Prince Edward Island, 
154.3 millions in Nova Scotia and 92.2 millions in New Brunswick. 


Trend of Canadian Business to Date 

. HOUSING 
New starts up 33% over last year, completions up 39% — previous 
peak figures of 1951 exceeded. 

. LABOUR INCOME 
Nearly 1 billion per month, up from last year in each major in- 
dustrial division. 

. CIGARETTES 
Sales up sharply in first seven months this year, 11,492 millions, 
vs. 10,174 millions. 

. WHOLESALE SALES 
2% higher in mid year over last. Auto parts showing greatest gain. 

. RETAIL SALES 
6.5 higher in mid year over last. Appliance dealers showed greatest 
gain (17.9%) with car dealers (12.9%) and building supply dealers 
(11.7%) second and third. 

. MOTOR CAR SALES 
Sales up 29% this year with supply 36% greater, indicating some 
inventory gains. 

. NEWSPRINT PRODUCTION 
1.2% higher than last year, and shipment 2.3% higher. Monthly 
shipments nearly one-half a million tons. 

. SAVINGS-DEPOSITS 
6% above last year. 

. CURRENT LOANS 
18% higher at banks. 

. INDUSTRIAL PRODUCTION 
Still running ahead (10%) of last year. Manufacturing up sub- 

stantially with indurable and nondurable goods. 
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Time... 


;.. between question and ansve 





The businessman needs answers to shape his 
company’s future. The industrialist needs ansv4 
to develop more efficient production plans. Th 
scientist needs answers to extend his theories, 

which contribute to human progress. 


Today, with IBM Electronic Business Machin 
the businessman, industrialist, and scientist 
get their answers faster than ever before. 


INTERNATIONAL BUSINESS MACH 
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Current Articles of Interest... 


A compilation of current articles available to 
members, on loan rom the library of the Society. 


ACCOUNTING 

ACCOUNTANCY, ACCOUNTING AND PHILOSOPHY, by John L. Rawnsley, A.C.A.(Aust.) — The 
Chartered Accountant in Australia — June ‘53. 

ACCOUNTING AND ITS MANAGERIAL USES, by William E. Thomas — Business Management 
Service — University of Illinois Bulletin. 

ACCOUNTING THEORY APPEARANCES AND REALITIES, by A. R. Mutton, B.Ec.(Syd.), F.C.A. 
(Aust.) — The Chartered Accountant in Australia — June ‘53. 

CONTROLLERSHIP AND ACCOUNTING: A CONTRAST, by James L. Peirce — The Controller 


— Sept. ‘53. 
BANKS AND BANKING 
BANK INSPECTION IN CANADA, by Clayton F. Elderkin — The Canadian Chartered Accountant 
— Sept. ‘53. 
BONDS 
A LOOK AHEAD AT THE CAPITAL MARKETS, by Roger F. Murray — The Controller — Sept. ‘53. 


BUDGETS AND BUDGETING 
THE “HOW” OF BUDGETING, by Clinton W. Bennett — N.A.C.A. Bulletin — Sept. ‘53 — Sec. 3. 
SUBJECTING MAINTENANCE COST TO BUDGETARY CONTROL, by W. C. Wickenden — 
N.A.C.A. Bulletin — Sept. ‘53 — Sec. 1. 


CAPITAL 
SHALL WE LEASE OR BUY EQUIPMENT? by I. Wayne Keller — N.A.C.A. Bulletin — Sept. ‘53 
— Sec. 1. 
SHALL WE SELL THE BUILDING AND LEASE IT BACK? by W. H. Linderman — N.A.C.A. 
Bulletin — Sept. ‘53 — Sec. 1. 
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Planning for 
Pensions and Profit Sharing .. . 
By J. Fraser Coate, M.B.E., C.L.U,, 


Manager, Pension Division, 
Montreal Trust Company, Toronto, Ont. 


As increased demands for security are made in Canadian Industry, the 
importance of Pension and Profit Sharing Plans becomes greater. In this 
paper, the author discusses the various types of Pension and Profit Shar- 
ing Plans, points out their advantages and disadvantages, and stresses the 
fact that the ultimate success of any plan depends, to a great extent, upon 
the manner in which it is introduced. 


tS) OME companies have no pension plan, others have had one for years, 

Whether the company is large or small or whether it has or does not 
have a pension plan, the planning for pensions is never static. Changes 
in Government provisions, changes in the purchasing power of a dollar 
and changes in the policies of the company, all bring about the need 
for understanding to develop and maintain the one best possible plan for 
the company. 

Let’s begin with Pensions, and take a look at the principles and 
formulae which constitute a pension plan for a group of employees, 
All pension costs are based on certain fundamentals which can be pro- 
jected into the unknown future with much greater certainty than can 
be morbidity or mortality. 

Our first requirement is a list which provides dates of birth, dates 
of employment and present salaries. 

We then refer to experience in turnover in employment and to the 
mortality tables to predetermine how many may be expected to become 
eligible for retirement benefit. It is interesting to note that due to better 
standards of nutrition and to medical science, our chances of reaching 
sixty-five are over 30% better than they were fifty years ago. While 
some will view with alarm the increasing incidence of deaths due to 
heart ailments, it is probable the majority of this relative increase is 
made up of those whose life span has been improved by medical science. 

Having reached sixty-five, however, the science of geriatrics has not 
quite kept pace, if indeed it ever will. The assumption of a life ex- 
pectancy of 14.4 years as estabished by 1937 Standard Annuity Table, is 
still considered conservative and adequate by most actuaries. 

Given enough lives, and by this we mean a minimum of about 100 
in funding a pension plan, we then determine a basic interest rate. Up 
until recently this has been assumed at 3%. Currently, however, 344% 
has been employed in many new plans. 

Using the foregoing data, the actuary then compiles the cost of 
funding. To the layman this may appear a complicated process, to 
accountants it is an arithmetical process of determining a liability and 
balancing the liabilities with assets or accounts receivable. As one 


376 












— 


me 


— —-— © 


— a Fl 


eS, & * =] FE = ff fb Fs © ff &. 








PLANNING FOR PENSIONS AND PROFIT SHARING 









































actuary has put it, “Men do not live a long time suddenly.” If you think 
of a pension fund as a depreciation account for which you are providing 
serialized debentures, you have a pretty good concept of its mechanics. 


At this point you may be wondering about the relative merits of an 
insured versus a trusteed plan. While an insured plan certainly has its 
place for the smaller employer, it is significant that all of the largest and 
most of the larger new plans established in recent years have been on 
the trusteed basis. 


The principle of funding a pension liability instead of an informal 
pay as you go programme should be of considerable importance to all 
industrial accountants. On a pay as you go basis, you cannot produce 
a balance sheet which is true morally although it may be legally. 
ot Although the present day costs of continuing partial salaries to retired 
employees may be as little as 1 or 2% of payroll this practice, if con- 
tinued, may one day result in having 10% of payroll as the moral 
d liability facing management. Coupled with that, of course, is the fact 
that to-day’s employees have no assurance to-morrow’s management 





‘ will have the desire or the ability to continue the practice. 
d All existing pension plans should be reviewed from time to time to 
8. determine if they are fulfilling the job intended for them and measure 
0- up to to-day’s conditions. Arrangements may be made to integrate the 
in Government Old Age Benefit and to provide a level life income. 
Pensions based on pre-inflation salaries can be revised to meet current 
“) living costs on a past service funding basis. 
e Portability 
e It is probable that one of the factors influencing the original 
or decision of management to institute a pension plan has been the con- 
ig ception of its influence on reducing turnover. With our tremendous 
le economic expansion this concept of tying the employee to the employer 
° because of vesting provisions in the pension plan may not be altogether 
. a good thing. No employee who is restrained from accepting a better 
P and more responsible position elsewhere because of pension vesting 
. will ever be happy and efficient. On the other hand, the employer may 
: have difficulty in hiring the specialist he needs because of loss of 
‘ pension rights. I contend future pension planning may well consider 
0 the desirability of right of transfer from the fund of employer A to that 
of employer B. No tax liability is involved provided the transfer occurs 
: directly between the funds. 
Pension Benefits 
f : : peas : P 
. We seem to have been able to reach this point in the discussion 
without much consideration of the provisions of the plan itself. Many 






decisions will have to be made including: 
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Contributory or Non-Contributory 

It is a source of regret and concern to many employees that labour 
unions in Canada have accepted the advice of their U.S. union head. 
quarters and negotiated with their employers non-contributory Pension 
Plans. 

However powerful their bargaining position may be, the employer 
reasonably and competitively has just so many pension dollars to con. 
tribute. That the union members, who in Canada are privileged to 
contribute on a tax exempt basis should follow the lead of their US, 
cousins whose contributions are not tax exempt, just doesn’t seem to 
make sense. 

No non-contributory pension plan can be expected to be wholly 
adequate. If, therefore, the individual must save for his own account, 
and as his tax exemption at sixty-five increases by $500.00, it seems just 
common sense to build up his pension on a tax exempt basis. There are, 
of course, good arguments for either system — the contributory plan is 
favoured by the majority. 


Vesting Provisions 

Tax regulations require vesting in twenty years. The most popular 
plan provides a graduate vesting beginning at the end of the tenth year 
and increasing thereafter at the rate of 10% per year. When a severance 
occurs after the employee has either partial or full vesting, it is custom- 
ary to require him to leave his credit in the fund until retirement 
whereupon he will be paid his proportionate pension from the original 
employer. Whether right of transfer of the vested portion should be 
allowed has already been discussed under portability. 


Death Before Retirement 

The vesting provisions do not normally apply in the event of death 
before retirement, the estate being normally entitled to return of con- 
tributions plus interest. The provision for death before retirement is 
usually better provided for through group life insurance, which is of 
course, not subject to income tax. In this regard, it is important to 
note that to the best of my knowledge no provincial legislation exists 
providing for the appointment of a beneficiary other than by a will and, 
therefore, to date most plans pay solely to the estate. Legislation in 
Ontario affecting such appointments was prepared and approved but 
withdrawn when it was found to be not completely adequate. It is now 
expected an appropriate Act will be passed at the next session and that 
in all probability similar legislation will be enacted by all other Pro- 
vinces. In the interim, however, it is the safer course to pay death claims 
only to the estate. 


Death After Retirement 
Options are provided which need not be selected until the employee 
is about to retire. Guarantees to his estate of five or ten years are usual 
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and some plans provide a joint and survivor annuity which guarantees 
the surviving wife a life income. 


Types of Benefit 

In analyzing the “how much” a pension plan will provide we 
should know something about the various types of benefit which can be 
developed. While there exist variations of all, they break down into 
four main categories: 
. Money Purchase 
. Flat Benefit 
. Unit Benefit Average Pay 
. Unit Benefit Final Pay 


Bm wh 


Money Purchase 

Probably the only advantage pertaining to this plan is the fact the 
employer always knows just what his cost will be from year to year as a 
percent of pay. The employee, on the other hand, only can guess what 
his pension may be. Usually if the employer contributes 5% the em- 
ployee will undertake to match it. On retirement the combined con- 
tributions are used to pay that amount from the fund which the total 
will actuarially provide as income — or the plan may provide for the 
purchase of government or insured annuities. This arrangement favours 
the young man but is not desirable from the aspect of the older 
employee. 


Flat Benefit 

Flat Benefit plans are largely an import from the U.S. and have 
had their origin in Union negotiations. They are all non-contributory 
and provide something like $1.50 to $2.00 per month of pension for 
every year of service. They undoubtedly have their place but do require 
a supplementary contributory plan for salaried staff. 


Unit Benefit Average Pay 

From the employee’s selfish viewpoint this arrangement does not 
provide the largest possible benefit, it is however, the most acceptable 
plan for the average company. A popular plan of this type will provide 
1% of current salary times years of service to date for past service, paid 
for entirely by the company, plus 144% of salary per year for future 
service. A popular employee contribution rate is 5%. A good average 
cost figure for the company for a plan of this type would be 50% of 
annual payroll for past service (spread over a minimum of ten years for 
tax purposes) plus about 5% per year for future service. 


Average Final Pay — Unit Benefit 

This is the most realistic plan of all, if we conceive that the com- 
pany pension is to provide a complete retirement income at all com- 
patible with the scale of living of the working years. These plans average 
either the final five or ten years or in some cases the best five or ten 
years, One does not have to be an actuary to assess the difficulty in 
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projecting future funding liabilities. Most of the banks employ them 
and a few large and stable industries. If your industry and your business 
are stable, and if your present plan is not adequate, by all means have a 
look at the final earnings basis. 


Comparison 

To compare results of the Money Purchase, Unit Benefit and Final 
Earnings plans let us assume two men are employed at the same wage 
of $2,000 on the same day and both have the same birthday (25). One 
man ends up having had only two increases with a final pay of $3,000, 
the other becomes the general manager with steady increases and a 
salary on retirement of $15,000. 


Employee A Employee B 
Money Purchase 65% $1,942.00 26% $3,941.00 
5% each 
Unit Benefit 57% 1,718.00 28% 4,178.00 
LA % 
Final Pay 144% 50% 1,500.00 45% 6,750.00 


Five years average 
before retirement 

If you wish to test your present or proposed plan for both equity 
and adequacy, put it through a similar comparison. 


Profit Sharing Plans 

Profit Sharing Plans are of many types, current and deferred, 
taxable and tax exempt. While, no doubt, much can be said in favour of 
a year-end bonus based on a percentage of profit, it is probable that 
you are more interested in the provisions and the requirements of the 
tax exempt plan. 

In the United States new plans of all types are being registered at 
the rate of about 20 per week and there are now about 15,000 known to 
be operating. In Canada to date we‘have relatively few, partially be- 
cause of differing tax regulations, partially because we are a bit behind 
the U.S. in this field. 

The main differing tax regulation affecting their institution in 
Canada is probably the absence of a capital gains tax here. Probably 
most of you will agree that if deferred profit sharing requires us to 
create a capital gains tax, we'd best forego profit sharing. This, however, 
pertains only to the final payment in a lump sum. Tax exempt deferred 
profit sharing is perfectly sound and desirable under Canadian Regu- 
lations, the proceeds, however must be returned as a life income on 
retirement — such income may be supplementary to an existing pension 
plan. 

A profit sharing formula is not always easy to develop on an 
equitable basis. The simplest way, of course, is to simply pro-rate to 
salary. If, however, it is to be the sole source of a pension, then we 
must consider some weighting for years of service and a formula pro- 
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viding so many points for a year of service plus so many for each $100.00 
contributed, when totalled and divided into the company dollars to be 
shared, will produce the value of one point. 

The Council of Profit Sharing Industries, having its Head Office 
in Akron, Ohio, is an association of some 690 companies, all interested 
in the provisions, regulations and tax aspects of Profit Sharing. They 
state they have some eighty members in Canada although to our knowl- 
edge, there are probably not more than ten deferred tax approved 
plans as yet in being. 

The largest of this type is probably that of Sears-Roebuck with 
114,663 members. Last year the company contribution was $32,486,195 
and the value of the fund is $456,191,255. Other representative U.S. 
Profit Sharing companies are Proctor & Gamble, Eastman Kodak and 
Johnson’s Wax. 

While the figures of the large companies are impressive, 60% of 
the members of the Council have less than 300 employees. In fact, for 
less than 100 employees, a profit sharing pension plan is in many ways 
more desirable than a definite benefit plan. 

We are limited for a tax approved plan to the lesser of 15% of pay- 
roll or 20% of profits. Some plans will provide the company must 
earn a fixed percentage on capital before profit sharing distribution. 

Employee contributions are required in the majority of most Cana- 
dian plans which inclusive of pension contributions, if any, are tax 
exempt up to $900 per annum. It is also possible for the employee to 
contribute up to $900 per annum for past service and in one case we 
administer, the employer makes a contribution for past service as well. 

Vesting in profit sharing plans, because of their incentive features, 
usually begins earlier and becomes complete sooner than most pension 
plans. 

Obviously, as the profit aspect is unknown, profit sharing pension 
plans cannot project the probable amount of the individual’s pension. 
It does seem reasonable to assume, however, that most companies will 
be prepared to contribute over the years, more dollars as representing 
a share of profit than they will in accepting a fixed pensions liability 
which must, or at least should, be met whether or not a profit exists. 

In the past year a third type of plan called Thrift or Provident or 
Savings plan has appeared, largely in the oil industry. Under this 
system the employee undertakes to save through wage deduction a per- 
centage of pay. The employer agrees to match this at 50c to the dollar 
and to vest the employee in the company’s contribution at some future 
date — usually five years. 

While the company’s contribution is for tax purposes an expense 
item, the employee has no tax exemption on his contribution. He is also 
taxed on the employer’s contribution even though he cannot claim 
refund on the tax paid if he severs or dies before the vesting period. 
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Pending new legislation which has been applied for and is hoped for, 
the only solution for these plans seems to be to rebate to the employee, 
from the fund, the tax he has paid on the employer’s contribution; the 
balance remaining would then be divided pro-rata among the continuing 
members. We did convince the Tax Department they could not tax the 
rebate, but until we can find a solution acceptable to the Department, 
they will continue to tax the same dollar several times over. 

While my last sentence would appear to be critical of our tax 
regulations, on the whole we have much cause to be quite happy with 
both the regulations and their administration. Certainly compared to 
the complexities of that much larger country we know of, we can be 
pleased and a little bit proud. 

In what I have said I have tried to indicate some of the problems 
and also some of the possibilities and opportunities in pension and 
profit sharing planning. It is possible management will look to you for 
guidance in pension and profit sharing planning and administration. 
I have a few words of advice for you to remember for such an occasion: 

1. Don’t try to learn all there is to know about the subject in a few 

weeks or months and come up with the answers yourself. 

2. Call on experienced counsel early in the planning stages. 

3. Don’t ever attempt to copy the plan of your neighbour or com- 

petitor just because it works for them. 

Sound planning for the economic security of future old men and 
women can mean much to your company, and in fact, to the whole 
progress and economy of Canada. 


Selling the Plan — Keeping It Sold 


While it is not normally the function of the accountant to be 
responsible for employee or public relations, I did think it most im- 
portant that you as accountants have an appreciation of the real need 
for the proper introduction of a new plan and of the necessity to 
maintain continuing interest in, and enthusiasm for, its provisions. 

What needs to be said about this subject should be of equal interest 
whether you have a plan or expect to have one. When a plan is installed 
often the procedure followed goes something like this: 

A booklet is prepared sometimes with questions and answers, some- 
times strictly factual. Then a letter is written for the President’s signa- 
ture which goes up on the bulletin board, sometimes it’s reproduced 
in the booklet. Having distributed the booklets and if contributory, 
obtained deduction authorizations, the plan is considered established 
and management goes on with the more important business of making 
money to pay for it. 

I would suggest to you the most generous pension or profit sharing 
plan in the world will never be fully appreciated until it is sold. I know 
it sounds foolish to say that employees won’t appreciate their share of 
the thousands of dollars the company is giving them. But all employees 
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are human and we humans are odd people. We are inclined to look the 
gift horse in the mouth, we are apt to say “what’s the catch in it?” 

Therefore, a whole programme from the initial announcement 
through to the treatment of pensioners should be developed and main- 
tained. Possibly the nature of the business has some effect on the type 
of booklet produced, some may be criticized for treating a serious 
subject in too light a vein with the use of cartoons, others are certainly 
too austere and formal. Some place midway between the two extremes 
booklets can be and are produced which describe the benefits in simple 
language, which answer questions and which by demonstration or a chart 
indicate how each member can calculate his own expected benefit. 

I think it most important that we don’t lose sight of the wife at this 


point. After all, if we are going to take another 5% out of the pay 
envelope, she’s certainly going to want to know why. Then what 
happens? He brings home a nice little booklet which depicts him in 
little drawings out fishing, travelling, or playing golf; very seldom in an 
industrial booklet is there any indication by word or picture that the 
wife is going to retire too! If we’re going to sell the plan to him let’s 
bring her into the picture. 

If it is a contributory plan, somebody at some point, has to see that 
every eligible employee signs a card. While it is usual to make member- 
ship when eligible a condition of employment for new employees, 
present employees can hardly be required to join a new plan and must 
be sold. If less than 95% join, something is wrong with the plan or its 
presentation or with employees relations in general. 


Certainly a meeting on company time is a good investment. Whether 
it be held in groups or in mass will, of course, depend on numbers — a 
few lead horses among employees can do much to instill appreciation 
and enthusiasm for the benefits. 


If your plan is more than a year old you probably need a new 
booklet if you are going to describe policy in respect to the Old Age 
Benefit. In any event, a new booklet can, no doubt, answer many 
standard questions which have arisen since the plan has been in opera- 
tion and if you have pensioners, it’s a good idea to refer to them. 


Pensioners — their history with the company and a story on their 
retirement activities makes good human interest reading for bulletins 
and company publications. 


Making an event of the presentation of the first pension cheque, 
inviting pensioners to company affairs, all make for good employee and 
public relations. It’s not a matter of conceit or paternalism, it is just 
good business to demonstrate that your company provides for the one 


most important aspect of all employee relations — security! 
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Financial Forecasting 
and Budgetary Control... 


By W. H. Hopkins, 
Secretary and Treasurer, 
Canadian Marconi Company, Montreal, P.Q. 


In every type of business enterprise, effective financial forecasting and 
budgetary control is essential to efficient planning for the future. In this 
article, the author reviews the principles involved in the overall prepara- 
tion for future operations, and through a description of the system of 
long and short term forecasting used at Canadian Marconi, illustrates the 
practical applications of these principles. 


HIS subject is a very broad one, and a great deal of time could be 

spent in discussing ways and means of establishing plans and 
policies and setting up procedures within organizations, to insure that 
actual performance will parallel, as closely as possible, the programmes 
which have been established. However, for the purpose of this dis- 
cussion, I shall endeavour to restrict my remarks to certain aspects 
only and to give some illustrations of the practical application of some 
of the principles involved in the overall preparation for future opera- 
tions. Actually it may be said that efficient planning involves two 
distinct steps: 

1. Senior Management must establish and publish within the Com- 
pany, a statement of policy that will expose clearly to all Man- 
agement Personnel: 

(a) the scope of the business as te products, volume, profit 
margins, long and short term objectives, ete. — 

(b) the responsibility of all Management for the successful 
implementation of the policies — 

(c) the restraints, limitations and incentives inherent in the 
overall plan. 

2. Senior Management must establish and publish within the 
Company: 

(1) The controls and procedures to be used for checking actual 
performance against the programme — 

(2) The action to be taken when variations from the predicted 
norms occur, or are imminent, preferably the latter. 

There is nothing new, of course, in the idea of a clearly defined 

company policy being established to insure successful operation, but, 
until quite recently, few companies actually spent much time on this 
essential effort. Even now, senior personnel in many organizations, are 
not fully aware of the principles to be followed by a company to set and 
attain its objectives, although, in recent years, the importance of this 
first phase in overall management planning has undoubtedly become 
much more widely recognized. To-day, leading companies have a 
definite policy, broken down under various headings, which is actually 
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published with their annual report, to provide guidance and information 
to employees, customers and the community at large. 


Long Range Forecasting 

Successful planning involves both long and short-range forecasting. 
The former is necessarily broad and general in nature, but, nevertheless, 
an essential preliminary to the preparation of programmes for opera- 
tions in the immediate future. Long-range forecasting requires careful 
study and analysis of such things as general and local economic con- 
ditions; growth of population; political trends; new developments in 
industry or technology and any other factors which will, or may, affect 
the scope and nature of future business activities. Long-range planning 
is frequently referred to as “Business Forecasting” and it is not un- 
common to have such forecasts covering a period as long as ten years in 
advance. A minimum of four to five years is essential. It is the broad 
base upon which our detailed plans and programmes for the immediate 
future are built up. For example, it may be evident that we can, within 
the next year, produce and sell a greatly increased quantity of a certain 
product, or possibly one or more entirely new products, but this might 
require substantial additional capital outlay for the expansion of plant 
and other facilities and might also necessitate the engaging and training 
of new personnel. It would hardly be wise to do these things unless 
we had some reasonable assurance that the increased volume of pro- 
duction would be continued for a sufficient length of time to warrant 
such action being taken. Again, if a short-range forecast indicated the 
need for additional working capital, we would require some assurance 
that this would be needed for permanent expansion before taking 
steps to issue new shares, or to acquire the money in some other form. 


The Budget as Short Term Forecast 

Short-term planning usually covers periods of one year or less, and 
takes the form of detailed specific programmes, or budgets, covering 
every phase of the company operations, financial and otherwise. There 
has been considerable misconception as to what is meant by “Budgets”. 
All too often these are considered to be simply estimates, or sometimes 
not much better than guesses, of what will happen in a short period of 
time. The modern concept of proper budgeting is something quite 
different from this. Actually it means the establishment of standards 
of performance, which in integrated form become the management’s 
programme of operations and which, in theory at least, is expected to 
be achieved in all respects. Obviously it follows that such programmes 
must be very carefully prepared and based on sound premises and with 
a full consideration of all pertinent facts. When the overall programme, 
or budget, has been prepared, it becomes essential that procedures are 
established for measuring actual performance against these pre-deter- 
mined standards and for providing that the necessary action will be 
taken promptly if any serious variances occur. 
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The Importance of Standards of Performance 

It is not necessary to define “standards”, since the importance of 
the principle of establishing yardsticks of performance has long been 
recognized in the field of cost accounting, and to-day practically all large 
business organizations, particularly those in the manufacturing indus. 
tries, have installed some form of standard cost system. However, the 
recognition of this principle has often stopped with the cost of pro- 
duction. In other words, we establish standards for labour, material and 
overhead required to manufacture our products and we usually worry 
a great deal if any serious variances occur. Unfortunately, it has not yet 
been widely recognized that efficient operation of any large business 
organization requires that these same principles of establishing stan. 
dards, or yardsticks, to measure performance, should be applied much 
more widely than is generally the case. Actually, it must cover every 
phase of business activity and this is fundamental in the establishment 
of a really sound and efficient plan or programme to cover future 
operations. 


If we admit that the establishment of standards of performance is 
a sound basic principle, the question arises, of course, “How is this to be 
accomplished?” I shall not attempt to go into this matter in great detail, 
but certain general principles can be applied in practically all cases. 
Some of the more important of these are as follows: 

1. A reasonably long-range forecast to establish objectives which 
should always be kept in mind in the development of pro- 
grammes to cover short-term activities. 

The placing of responsibility for an organization to co-ordinate 

and operate the details of the budget programme. The final 

responsibility for this important function should rest with one 
of the senior corporate executives. 

3. The preparation of standard forms to be supplied to all indi- 
viduals who will be required to prepare similar estimates to be 
used in the final budget programme. 

4. The issuing of specific instructions in writing to all concerned, 
outlining the method to be followed and the steps to be taken 
in the preparation of budget estimates. 

5. The establishment of deadlines for the completion of the basic 
estimates necessary to complete the final budgets. 


bo 


What About the Budget? 

There is no single budget programme applicable to every business 
organization. The system to be installed will depend upon the nature 
and size of the company, type of business being conducted and the 
amount of detailed forecasting which it is planned to do. In a typical 
manufacturing organization, using a fairly complete budgetary system, 
it is customary to prepare budgets for sales, cost of sales, direct materials, 
direct labour, factory overhead expenses, administration expenses, 
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selling expenses, capital expenditures, profit and loss, and probably 
some, or all of the balance sheet items. Also, one very important budget 
jis that covering cash receipts and disbursements. It is also necessary, if 
maximum accuracy is to be achieved, that budgets be prepared in the 
proper sequence, in other words, there would be little advantage in 
attempting to prepare a budget of direct labour in the production de- 
partments, if we did not first have an estimate of our sales volume upon 
which production would be based. Therefore, the sales budget is the 
foundation upon which our whole programme rests and for this reason 
great care should be taken to see that this is prepared as accurately as 
possible. Also, of course, it is essential to be sure that each of the 
budgets is complementary to the others. I have seen cases where the 
sales division, after a great deal of effort, has brought forth budgets 
based on sales forecasts, but which to achieve would require production 
beyond the capacity of the plant, after taking into consideration 
current inventories. When the sales budget has been prepared and 
approved, the necessary information should be supplied to the per- 
sonnel in the engineering and production departments, to enable them 
to plan their requirements and to make their budgets accordingly. The 
same principle will, of course, apply in the case of advertising, selling 
expenses and all types of variable indirect costs, which are based pri- 
marily upon the sales volume. 


Financial Budgets 

One very important use of budgets is in the forecast of cash re- 
quirements for the period ahead. We must always be assured that 
adequate cash will be available when required. While some companies 
are in the happy position of having substantial balances of cash on 
hand at all times, many are not so fortunate and it is very important, 
therefore, that accurate forecasts be made. If sales and expense budgets 
are carefully and accurately prepared, there is no real problem in fore- 
casting the cash position. This is usually done on a monthly basis for a 
period of six months or one year in advance, although, of course, it may 
be necessary to make some adjustments in the event that any major 
changes occur in the production or sales programmes. Cash receipts 
represent the liquidation of accounts receivable and are, therefore, not 
difficult to forecast, assuming that the estimated sales volume is 
maintained. 

It is rather more difficult to prepare an accurate budget of cash 
disbursements, because many of these do not coincide with the monthly 
expenses and in fact may vary radically from month to month. There- 
fore, it seems that they can best be estimated by making a detailed 
analysis of the various types of expenditure which the company will be 
called upon to make. In most manufacturing companies, direct labour 
and material are two of the items requiring the largest amount of cash- 
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out-payments, but these out-payments may not coincide in any way with 
either the sales or cost of sales figures. Many other items, such as capital 
expenditure, insurance premiums, taxes, etc., vary greatly from month 
to month and for this reason it is generally advisable to prepare the 
cash disbursement estimates on the basis of a detailed study, taking 
into consideration both past experience and future requirements. , 

Should our budget indicate that we will not have sufficient cash 
available to finance the operations, it becomes necessary to consider 
what action should be taken. Obviously, we must either acquire addi- 
tional funds, or cut back on our programme. Assuming that we are 
prepared to proceed, after a careful study of both short-range and long- 
range forecasts, it is advisable to review first the estimated expenditures 
for additional plant and equipment, to determine whether some of this 
type of expenditure could be postponed. If it is not possible to obtain 
the necessary additional funds in this way, the next step is to decide 
whether new working capital should be obtained through the issue of 
common stock, preference stock, bonds, or some other form of financing. 
At this point a careful check should be made to ascertain if the esti- 
mated return on any additional investment will be adequate to conform 
to the general company policy in this respect, Also, of course, the final 
determination of the method to be used in obtaining new capital will 
take into consideration the income tax position, which may be an 
important factor in the final decision. 

The various types of budgets to which I have referred are what 
might be called “Financial” Budgets, as they are all prepared in dollars. 
However, the principle of establishing standards of performance is 
capable of much wider application. For example, it can be used to 
measure work performance in labour hours, units of production, number 
of personnel in non-productive departments, and many other factors 
which affect operating efficiency. Some companies have established 
standards of performance for certain key positions, in order that the 
personnel will have definite objectives for the activities for which they 
are responsible. 


Introduction of Controls 

The next step in the operation of an efficient budgeting programme 
is the provision of adequate means for measuring performance against 
the standards which have been set up in the budgets. This involves 
establishing what might be called “Controls” at strategic points in the 
organization structure, so that comparison between the actual and pre- 
determined performance can be made on a continuing basis and any 
serious variation detected in sufficient time to permit effective action 
being taken. 

In most manufacturing companies there is a function called 
“Quality Control”, which measures the standard of quality during the 
manufacturing processes against the pre-determined standards. This is 
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a good example of the principle of measuring results at an early stage 
before serious damage occurs. Break-even points, inventory turnover 
rates and various balance sheet ratios also are examples of control 
measures applied to certain elements, which are widely used and are 
undoubtedly quite effective. In many cases, personal observation by 
responsible personnel is the best means of exposing deviations from 
standard. However, it is probable that most control procedures are 
carried out by means of prompt and well designed reports covering the 
various phases of the operation for which forecasts have been provided. 
The extent to which any company should go in checking the results 
of actual performance against estimates will, of course, vary widely in 
different industries and companies of different sizes, but the important 
principle to be followed is that of keeping a close check to insure that 
actual results are reasonably in line with the established standards, and 
that any major deviations are investigated and dealt with promptly. 


Forward Planning and Budgetary Control in Practice 

I have discussed at some length the importance of forward planning 
and budgetary control, and I should like now to give some examples of 
the practical use of these procedures as applied to our own organization. 
I do not submit these illustrations as being ideal or complete; in fact, 
I realize that we still have a long way to go in this respect, and we are 
continually striving to improve our methods and procedures. Because 
of the complex and rapidly changing nature of the business in which 
we are engaged, the many different kinds of products which we manu- 
facture and sell and the wide area over which our operations extend, 
I believe that, at one time or the other, we are faced with most of the 
problems encountered in industry and, for this reason, I hope that our 
experience, and the steps which we are taking to deal with these 
various problems, may be helpful to some of you who may be con- 
sidering changes within your own organization. 


Sales and Manufacturing Budget Procedure 

The procedure which I propose to discuss covers our manufacturing 
and sales activities only, although the principle is followed in other 
branches of our business. We manufacture and sell many different 
types of products and our accounting system provides for profit and 
loss statements to be prepared monthly for each separate product 
classification. In our plant we use the job cost system of production in 
most cases and, because of the specialized nature of most of the equip- 
ment manufactured, we have not yet been able to establish a complete 
standard cost system. 

If our budget is to prove useful it must be accurate to the highest 
possible degree and accuracy can only be attained by many cross checks. 
Our first approach to the problem is the preparation of a Sales Budget. 
Here we must ask ourselves: 
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1. Can the engineering be done in time? 
2. Will our material supplies be conformable? 
3. Can our factory start delivery at the right time and at the proper 
rate? 
4, Is the Sales Budget realistic? What checks have been made on 
it? Who made them? 
When these, and other pertinent queries have been satisfactorily dealt 
with, we must proceed to examine each other phase of our budget with 


equal care — design, manufacture, shipping arrangements, storage, 
advertising, sales, costs, finance — all enter before we can expect 


an estimate that will be useful and factual. The process must be re. 
peated for each product or service, and then a total under each heading 
established. These totals must, in their turn, be compared with our 
resources under each heading before we can accept the overall result. 
When the sales budgets have been carefully reviewed, preliminary 
manufacturing budgets are developed by the divisions concerned, based 
upon the various estimates and taking into consideration inventory on 
hand at the beginning of the budget period. These budgets are pre- 
pared on a monthly basis for a period of six months in advance and 
include the following: 
1. Estimated direct labour by product and by production 
departments. 
Estimated value of materials and components to be purchased 
for production requirements, by products. 
3. Estimated indirect expenses for each production department. 
1. Estimated expenses in each of the service departments, i.e. 
Stores, Purchasing, Shipping, Personnel, Maintenance, Account: 


bo 


ing, etc. 

The estimates for items 3 and 4 are submitted on a form which we 
refer to as the “Cost Centre Expense Budget”, which shows in detail 
each class of expense for the budget period on a monthly basis. 

From the manufacturing and cost centre expense budgets, the 
productive departments’ overhead rates are computed and compared 
against the standards. When deemed advisable, the standard rates are 
revised, although this is not done except after careful study and con- 
sideration of future operating levels. 

Capital and Maintenance Budgets are next prepared, also on a 
special form provided for this purpose, which indicates the estimated 
monthly expenditure. Maintenance, in this case, means major expenses 
for building alterations or other items of this nature. It is on the basis 
of the figures shown in this budget that we are able to forecast de- 
preciation to be set up in the monthly accounts during the budget 
period; also, of course, the cash budget is directly affected by capital 
requirements. 

When all of the detailed operating budgets have been finally 
approved, a consolidated Profit and Loss Budget for the whole Company 
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is prepared, together with a projected Balance Sheet with supporting 
schedules. One of the most important of these is the statement of 
estimated Cash Receipts and Disbursements. This is very carefully 
prepared and is cross-checked in several ways before it is finally 
approved. Cash collections are forecast on the basis of our immediate 
past experience as to the time required to collect the various classes of 
accounts, applied to the estimated revenue from sales. In preparing 
estimated expenditures, a complete review is made of all items for 
which cash is required to be paid out, based both on past experience 
and future requirements, as indicated in the current forecasts. The 
cash budget is also prepared on a monthly basis and covers a period of 
six months in advance. This, however, is watched carefully, and, if any 
major variances occur in our operating programme, revised cash budgets 
are made up during the period covered by the estimates. 


When all the budgets have been completed, they are again reviewed 
carefully with the top management group and the division heads 
responsible for the carrying out of the programme, after which they 
are approved and become the standard of operation for the ensuing 
period. 


The outline which I have given is a brief and rather sketchy 
summary of the methods used in our Company to establish financial 
budgets for the immediate future. We also have spent considerable 
time and effort in long-range forecasting, and have available estimates of 
production and sales of the various products which we manufacture and 
sell and others in which we might be interested in adding in the future. 
These long-range forecasts cover a period of several years and are, of 
course, extremely important in making decisions with respect to our 
short-term programme. 


I shall not attempt to deal with the procedures which we follow 
in checking actual performance against our forecasts, but these follow 
generally the methods which I have previously referred to, the main 
objective being to locate any serious variances as quickly as possible. 


Production Planning and Control 


I should like now to explain briefly the system of planning and 
control used in our productive departments, which we have found to be 
both simple and effective. This procedure applies primarily to what 
might be called “Custom Made” types of equipment — that is, large 
and complex units produced in relatively small quanities. However, the 
methods followed are also used, with some variations, in the production 
of standard items. 


When an order is received and it is decided to proceed with pro- 
duction, a Factory Order is issued. This is a simple form showing the 
quantity, description and approximate total value of the order and is, in 
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effect, a request for approval to proceed. When approved by manage. 
ment, a form is prepared which we call “Factory Order Schedule”. This 
contains a considerable amount of information, the most important 
being the scheduled date for each phase of the operation to be com. 
pleted. For example, the first item is Development and Drawings, 
followed by Material Ordering, Processing, Tooling, Material Delivery, 
and following through to completion of final assembly and testing, 
Provision is also made on the form for revisions from the original 
schedule, if these become necessary with respect to any particular 
phase of the production process. This then serves as the time standard 
for each step in the manufacturing process. 


All Factory Order Schedules are summarized on a form known as 
“Departmental Loading Schedule”. One of these forms is prepared 
monthly for each productive department and shows all open jobs in the 
plant. Against each job is entered the estimated number of man hours 
required in the department to complete the work. These are spread 
out on a weekly basis for the current month and monthly thereafter to 
completion. The form also provides space to enter, each week, during 
the current month, the actual man hours consumed against the estimate 
for each job, so that it is possible to see at a glance whether or not work 
is proceeding according to schedule. The Loading Schedule also 
indicates the weekly capacity of the department with present equip- 
ment, space and personnel. 


At the time the Factory Order and Factory Order Schedule are 
prepared, instructions are given to the Draughting Department to pro- 
ceed with the preparation of the necessary drawings required to 
manufacture the various parts to be produced. When all drawings have 
been completed, they are released to the Estimating Department, where 
they are carefully reviewed. Work tickets, showing the man hours re- 
quired for each operation, are then prepared in the Estimating Depart- 
ment and attached to each drawing. These tickets cover all the various 
operations necessary to complete the particular part covered by the 
drawing and the estimated hours are shown on each work ticket. At 
this point the work tickets and drawings are given to the foremen 
who will be responsible for production, and they either approve or 
disapprove of the time indicated in each case. If a foreman disagrees 
with the estimate, he immediately advises the estimator and _ they 
usually reach agreement. If not, the Industrial Engineering Depart- 
ment is called in to make a decision on the basis of time study, work 
simplification, ete. It will be seen, therefore, that the individuals who 
will be responsible for actual performance participate in the establish- 
ment of the standards. This, we believe, is an important and desirable 
feature. 


The next form used is the “Daily Unloading Report”. This is pre 
pared for each section of the large departments and indicates the 
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number of man hours spent on each separate job daily. Space is pro- 
vided also for the accumulated weekly total of actual man hours and for 
the weekly target loading, so that a comparison is shown between 
actual performance and the target figures. 


The fifth and last form is the “Weekly Production Report”. This is 
prepared at the end of each week and shows the accumulation of actual 
man hours to date for each job compared with the target hours. The 
figures are broken down to show work completed and work still in 
process. The form also indicates the percentage of efficiency on each 
job to date and the average overall efficiency percentage. This Report 
is prepared separately for the various sections of the major depart- 
ments, so that each foreman and chargehand and also each worker can 
see the percentage of efficiency for his particular operation to date. 
We have found that this practice has yielded extremely satisfactory 
results, as it creates a good-natured rivalry between the different groups 
and individuals to reach, or exceed the one hundred per cent efficiency 
mark. Naturally, if any particular job is running below par, it is imme- 
diately investgated and corrective action taken. 


This form also indicates the weekly capacity of the departments and 
sections together with the present loading by weeks. It is, therefore, 
easy to determine, by glancing at the form, if the advance loading is not 
sufficient and to take steps promptly to provide additional work in 
order to maintain continuous operation. 


This constitutes a brief summary of the control operation in our 
productive departments insofar as direct labour is concerned and the 
very substantial increase in efficiency which we have been able to 
obtain since this system was instituted, provides a very good illustration 
of the advantages to be gained by establishing standards of perform- 
ance and instituting means for checking actual results currently against 
the pre-determined figures. 


One other means of control used in our productive departments is 
the “Productrol Board”. This is set up in such a way as to indicate the 
position of all major production orders in each productive department 
and gives the following information at a glance: 


(a) Required date of completion of each major job. 

(b) Proportion which should be completed to date (this is shown 
on a weekly basis). 

(c) Actual extent of completion to date (also, of course, on a 
weekly basis. ) 


This method of control provides a complete picture of the overall 
position of production orders on a current basis. Warning is thereby 
given well in advance that delivery dates may not be met unless 
immediate action is taken to overcome delays in the production 


schedule. 
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ACCOUNTING I — 1953 EXAMINATION by 

QUESTION I! (10 marks) . 
In each of the following unrelated cases indicate the nature of the adjusting entry ab 
which would be required at 3lst December 1952: qu 


(a) The figure of sales appearing on the preliminary trial balance at 3lst 
December 1952 includes $644.00 of standard merchandise which has been ob 
contracted for by a customer. The contract provides that delivery is to be 
made in February 1953 payment to be made 2/10, n/30 following date of 
delivery. The merchandise is on hand and is included in the merchandise au 
inventory at 3lst December 1952 at a correct valuation. 

(b) There is on hand a letter from a creditor advising that we took $20.00 too co! 

much cash discount on a recent remittance. On investigation we find that the 

creditor is correct. The cashier is instructed to make payment of this amount 

on 10th January, 1953. 

Notes payable of $5,000.00 are dated 19th October, 1952. Although these 

notes carry interest at 6% per annum no interest has as yet been set up on 

these notes or paid at 3lst December, 1952. 


~ 
oO 
~ 


(d) Included in sales are $750.00 in gift certificates sold to customers for use as 
Christmas gifts to their friends. These certificates are redeemable in mer- 
chandise of the recipients’ selection but at 31st December, 1952 had not yet 
been presented. 

(e) A carload of coal for heating purposes ordered on 15th December, 1952 at a sc 
quoted price of $350.00 was received and entered in the closing inventory at (a 
31st December, 1952 at that price. The invoice was received on 15th January, 
1953 and entered in the purchase journal on 16th January, 1953. 


SOLUTION TO QUESTION | 





(CO US ES eee Sb pwR eins HEROES .... $644.00 

Cr. Accounts receivable ............. cae cratic $644.00 ( 
(b) Dr. Cash discounts received ..... Bina hina 2696 

Cr. Accounts payable ..................... re 20.00 
(CONS Dae Seco an) | i re dle’ fit ses ascent 60.00 : 

Cr. Accrued interest on Notes payable 60.00 
CO DSR ar ae Britis eatnd, Geass ciesessee 200000 

Cr. Deferred income .. 564 ae 750.00 
(e) Dr. Light, heat and power ..... » Gif ... 350.00 

Cr. Accounts payable thi bcaneeabee eens 350.00 
COMMENTS 


The major difficulty encountered by the student in answering this question was 
a reflection of a failure on the part of the student to carefully read the information 
given in the question. In the answers submitted the students, in many instances, 
clearly indicated a failure to appreciate the significance of terminology. This was 
particularly evident where a distinction was required in the entry as between real ( 
and nominal terminology. In the case of subsection (c) where the debit of the entry 
was to Interest Expense, many students used the terminology Accrued Interest, and 
in some instances Accrued Interest Payable. 
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STUDENT SECTION 


In the one instance where a calculation was required (c) numerous mechanical 
LA, errors occurred. 

In the case of the entry required for subsection (a) a decision had to be made 
by the student as to whether or not an actual sale had been made. In the case of 
subsection (e) a similar decision had to be made as to whether or not the liability 
covering the expenditure referred to actually existed at that date. Although the 


niry above solution was used as a model a degree of leeway was granted in marking the 
question where a portion of the entry presented was correct. 

31st Out of 338 candidates 26 failed to answer this question and the average mark 
been obtained by those answering the question was 6 out of a possible 10 marks. 
0 be 
e of ACCOUNTING II — 1953 EXAMINATION 
idise QUESTION I (15 marks) 

For each of the following state whether or not the treatment indicated is in 
too conformity with good accounting practice and give reasons for your answer. 
the (a) Profits realized on the disposal of fixed assets should be passed through the 
ount profit and loss account of the year in which the profit was realized. 


(b) Depreciation should be calculated on the “undepreciated capital cost at the 
hese end of the year”. 


> on (c) Expenditures during the year for improvements to buildings situated on land 
occupied under a lease should be charged directly to expense. 

alas (d) All intangible assets should be written off by charges against accumulated 

mer. surplus. 

yet (e) Where appreciation in fixed asset values has occurred it should be recorded 

: on the accounts. 

ata SOLUTION TO QUESTION | 

y at (a) Theoretically where the profit and loss arises due to inaccurate depreciation 

ary, charges in prior years the adjustment should be made to proprietorship as an 


adjustment of prior year’s earnings. At the present time the rising price level 
accounts for a substantial part, if not all, which is realized at the date of sale 
and should be reflected as part of the business operations for the current year 


4.00 and therefore should be credited to profit and loss. 





(b) The aim of depreciation is to estimate the service value rendered by the fixed 
0.00 asset during a given period. If the method outlined (reducing balance method) 
. does this, it would be considered satisfactory. Depreciation takes place con- 
0.00 tinually and has some relationship to the passage of time. Where the pro- 
‘ cedure used in the estimation fails to take this factor into consideration and the 
0.00 error is substantial then the procedure is questionable. An asset purchased at 
: the opening of the period and disposed of before the close of the period would 
0.00 carry no depreciation. This is a question of whether or not the basis used by 
‘ the Tax Department although incorrect is to be considered as acceptable from 

an accounting standpoint. 

was (c) Where the expenditures are in the nature of long term improvements then 
ion they should be spread over the life of the improvement or the lease whichever is 
ces, the shorter term. This is done in order to allocate the cost to the period or 
was periods that the improvement benefits. 
real (d) To the extent that the decline in value of intangible assets can be estimated 
itry reasonably they should be written off by charges to profit and loss. Where 
ind the write off is merely to show a more conservative value of an asset then the 


charge to earned surplus is advisable. 
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(e) From the standpoint (1) of maintaining comparative relationships, (2) the 
difficulty of ascertaining replacement cost and (3) the frequent adjustments 
which would be required, accountants have tended towards the position that 
fixed assets should be carried at cost less depreciation on cost regardless of the 
higher appraisal values. No suggestion is made that the appraisal values should 
not be revealed by footnote. 

COMMENTS 
The primary comment covering the answers submitted to this particular question 

is that the student failed to indicate a proper appreciation in his answer to the fact 
that the items included in the question were debatable and, therefore, the mere 
answer of “yes” or “no” was not satisfactory. A review of the suggested solution 
will indicate that the central theme in all cases is the presentation of the principle 
of an accurate matching of cost and revenue. In marking this question credit was 
granted where the student indicated that he had grasped the principle involved. 


QUESTION II (10 marks) 

The following information is taken from the working papers covering fixed assets 
and reserve for depreciation, and you are requested by your senior to draft a copy of 
the fixed asset account indicating therein the entries made from Ist January, 1951 
to 3lst December, 1952. 

Reserve for Depreciation Machinery 
195] Dr. Cr. Balance 
$4,000.00 Cr. 


January Ist—Balance 
January 1st—Disposal A $1,200.00* 
December 31st—Provision $1,700.00 4,500.00 Cr. 


1952 
January 1st—Disposal B 1,000.00* * 
December 31st—Provision 2,500.00 6,000.00 Cr. 
Disposal Profit or Loss Proceeds from Disposal 

*A Profit $100.00 $1,200.00 
**B Loss 100.00 2,100.00 
Fixed Asset Account Less Reserve for Depreciation 

Ist January, 1951 rae Ror $15,000.00 Dr. 
3lst December, 1951 .... ee ie 16,500.00 Dr. 
3lst December, 1952 : 3 eee 22,000.00 Dr. 
SOLUTION TO QUESTION Il 

Fixed Asset Account 

1951 R Cr. Balance 
$19,000 Dr. 


January Ist Balance 
Additions 
Disposal 

1952 Additions 
Disposals 


$ 2,300 21,000 Dr. 


3,200 28,000 Dr. 
COMMENTS 

The major error in the incorrect solutions when the question was answered was 
that the student was unable to put together the information which was presented 
covering the fixed asset account with the result that the information for additions 
and disposals was incorrect. In certain instances the student indicated that he failed 
to understand what was required in the question but insofar as the question 
definitely required that an analysis of the fixed asset account be presented, this 
statement on the part of the student merely supports the above comment. 
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